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CPA

A m e r i c a n I n s t i t u t e of
C ertified P u b lic A c c o u n ta n ts

Limited Review of Interim
Financial Information
1. Independent certified public accountants may be involved with
a client’s interim financial information in a variety of ways. Involve
ment may be limited to informal consultation on matters that arise
as interim financial information is being prepared, such as advice on
accounting principles or disclosure. At the other extreme, involve
ment may include an examination of interim financial statements in
accordance with generally accepted auditing standards. This State
ment provides guidance concerning a limited type of formal in
volvement with interim financial information that is considerably
different from an audit.

Purpose and Applicability
2. This Statement describes the nature, timing and extent of pro
cedures that the independent certified public accountant should ap
ply to interim financial information when the accountant has been
engaged to make a limited review of that information.
3. This Statement applies to limited reviews of interim financial
information, including interim financial statements and summarized
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interim financial data, that purports to conform with the provisions
of Accounting Principles Board Opinion No. 28, as amended, and
that is contained in reports issued to stockholders, and others, or filed
with regulatory agencies. The provisions of this Statement and its
appendix do not apply to an accountant's involvement with interim
financial information included in documents filed with the Securities
and Exchange Commission pursuant to the Securities Act of 1933
unless the accountant has examined and reported on the financial
statements in which the interim financial information is included.
1
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4. Many entities that issue annual financial statements for purposes of reporting to stockholders, and others, or filing with regulatory agencies also issue interim financial information for these purposes. Accounting Principles Board Opinion No. 28, "Interim Financial Reporting," states:
Interim financial information may include current data during a
fiscal year on financial position, results of operations and changes in
financial position. This information may be issued on a monthly or
quarterly basis or at other intervals and may take the form of either
complete financial statements or summarized financial data. Interim
financial information often is provided for each interim period or on
a cumulative year-to-date basis, or both, and for the corresponding
periods of the preceding year.
5. Management of an entity is responsible for the preparation of
interim financial information in conformity with generally accepted
accounting principles and regulatory requirements for purposes of
reporting to stockholders, and others, or filing with regulatory agencies. The board of directors of an entity is responsible for overseeing
management's discharge of its responsibilities in these respects. Members of the board of directors, particularly those members who are
not also members of management, may request assistance concerning
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See the attached appendix concerning the application of this Statement to limited reviews made to comply with the provisions of Regulation S-X of the
Securities and Exchange Commission and the instructions for its quarterly report on Form 10-Q.
The accountant's procedures concerning such interim financial information for
periods subsequent to the period reported on are discussed in Statement on
Auditing Standards No. 1 (hereinafter referred to as SAS No. 1 ) , section 630,
"Letters for Underwriters," and section 710, "Filings Under Federal Securities
Statutes."
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accounting and financial reporting matters in carrying out their responsibilities.

Objective of Limited Review
6. The objective of a limited review of interim financial information is to provide the accountant with a basis for reporting to the
board of directors on those matters that he believes should be brought
to its attention, based upon applying his objectivity and knowledge
of financial reporting practices to significant accounting matters of
which he becomes aware through inquiries and analytical procedures.
7. The objective of a limited review differs significantly from the
objective of an examination of financial statements in accordance
with generally accepted auditing standards. The objective of an audit
is to provide a reasonable basis for expressing an opinion regarding
the financial statements under examination. A limited review does
not provide a basis for the expression of such an opinion because a
limited review does not contemplate a study and evaluation of internal accounting control; tests of accounting records and of responses
to inquiries by obtaining corroborating evidential matter through inspection, observation, or confirmations; and certain other procedures
ordinarily performed during an audit.

Procedures for Limited Review
8. The characteristics of interim financial information necessarily
affect the nature, timing and extent of procedures that the accountant
may apply in making a limited review of that information prior to
its issuance. Timeliness is an important element of interim financial
reporting. Interim financial information customarily is made available to investors and others more promptly than is annual financial
information. Timely reporting of interim financial information ordinarily precludes the development of information and documentation
underlying interim financial information to the same extent as that
underlying annual financial information. Therefore, a characteristic of
interim financial information is that many costs and expenses are esti-
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mated to a greater extent than for annual financial reporting purposes. Another characteristic of interim financial information is its relationship to annual financial information. E a c h interim period is
viewed primarily as an integral part of an annual period. Thus, deferrals, accruals and estimations at the end of each interim period
are affected by judgments made at interim dates concerning anticipated results of operations for the remainder of the annual period.
9. T h e procedures for a limited review are described in the following paragraphs concerning the ( a ) nature of procedures (paragraphs 10 and 1 1 ) , ( b ) timing of procedures (paragraph 1 2 ) , and
( c ) extent of procedures (paragraphs 13 through 1 8 ) .
10. Nature of Procedures. Procedures for making a limited review
consist primarily of inquiries and analytical procedures concerning
significant accounting matters relating to the financial information to
be reported. The procedures that the accountant should apply ordinarily may be limited to the following:
a.

Inquiry concerning ( i ) the accounting system, to obtain an understanding of the manner in which transactions are recorded,
classified and summarized in the preparation of interim financial information, and (ii) any significant changes in the system
of internal accounting control, to ascertain their potential effect
on the preparation of interim financial information.

b.

Analytical review of interim financial information by reference
to internal financial statements, trial balances or other financial
data, to identify and inquire about relationships and individual
items that appear to be unusual. An analytical review consists
of ( i ) a systematic comparison of current financial information
with that anticipated for the current period, with that of the
immediately preceding interim period, and with that of the
corresponding interim period of the previous fiscal year; (ii) a
study of the interrelationships of elements of financial information that would be expected to conform to a predictable pattern
based on the entity's experience; and (iii) a consideration of
the types of matters that in the preceding year or quarters have
required accounting adjustments.

c.

Reading the minutes of meetings of stockholders, board of directors and committees of the board of directors to identify actions that may affect the interim financial information.
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d.

Reading the interim financial information to consider, on the
basis of information coming to the accountant's attention,
whether the information to be reported conforms with generally
accepted accounting principles.

e.

Obtaining letters from other accountants, if any, who have
been engaged to make a limited review of the interim financial
information of significant segments of the reporting entity, its
subsidiaries or other investees.
3

f.

Inquiry of officers and other executives having responsibility
for financial and accounting matters concerning ( i ) whether
the interim financial information has been prepared in conformity with generally accepted accounting principles consistently applied, (ii) changes in the entity's business activities or
accounting practices, (iii) matters as to which questions have
arisen in the course of applying the foregoing procedures, and
( i v ) events subsequent to the date of the interim financial information that would have a material effect on the presentation
of such information.

11. In performing a limited review of interim financial information, considerations concerning locations to be visited for a client
whose general accounting records are maintained at multiple locations ordinarily are similar to those involved in making an examination of the client's financial statements in accordance with generally
accepted auditing standards. Usually this involves application of
the foregoing procedures at both corporate headquarters and other
locations selected by the accountant.
12. Timing of Procedures. Adequate planning by the accountant
is essential to the timely completion of a limited review. Performance
of some of the work before the end of the interim period may permit
the work to be carried out in a more efficient manner and to be completed at an earlier date. Performing some of the work earlier in the

3

When an accountant acts as principal auditor (see SAS No. 1, section 5 4 3 )
and makes use of the work or reports of other auditors in the course of the
annual examination of his client's financial statements, he ordinarily will be in
a similar position in connection with a limited review of interim financial information. Therefore, he will require reports from other accountants as a basis,
in part, for his report on his limited review of the consolidated interim financial information.
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interim period also permits early consideration of significant accounting matters affecting the interim financial information.
13. Extent of Procedures. The extent to which the procedures referred to in paragraph 10 are applied depends on the considerations
described in paragraphs 14 through 18.
14. The accountant's knowledge of accounting and reporting practices—Knowledge
of a client's accounting and financial reporting
practices is an important factor in the performance of a limited review. An understanding of a client's practices in preparing its most
recent annual financial statements provides a practical basis for the
inquiry and other procedures of a limited review designed to provide
an understanding of a client's practices in preparing its interim financial information. An understanding of a client's practices in preparing
annual financial statements can be expected to have been acquired by
the accountant who has audited a client's financial statements for
those periods. Nevertheless, when, for whatever reason, the accountant has not conducted such an audit, the need for an understanding
of the client's accounting and financial reporting practices for its interim financial information is not diminished. Consequently, the accountant needs to consider whether, under the particular circumstances involved, he can acquire sufficient knowledge about the pertinent practices for the purposes contemplated in a limited review.
15. The accountant's knowledge of weaknesses in internal accounting control—An accountant who has previously made an audit of his
client's annual financial statements will have acquired knowledge
concerning his client's system of internal accounting control relating
to the preparation of financial statements, generally for an annual
period. In these circumstances, the primary objective of the accountant's inquiries should be to identify and consider the effect of ( a )
changes in the system subsequent to his examination and ( b ) accounting control procedures used in the preparation of interim financial information that differ from those used in the preparation of annual financial statements. If the system of internal accounting control appears to contain weaknesses that do not permit preparation of
interim financial information in conformity with generally accepted
accounting principles, and, as a consequence, it is impracticable for
the accountant to effectively apply his knowledge of financial reporting practices to the interim financial information, he should advise the
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board of directors of the circumstances. The accountant also may
wish to submit suggestions for changes in the system to permit the
preparation of appropriate interim financial information.
16. The accountant's knowledge of changes in the nature or volume of activity or accounting changes—A limited review may bring
to the accountant's attention changes in the nature or volume of the
client's business activities or accounting changes. Examples of
changes that could affect the interim financial information to be reported include business combinations; disposal of a segment of the
business; extraordinary, unusual or infrequently occurring transactions; initiation of litigation or the development of other contingencies; trends in sales or costs that could affect accounting estimates relating to the valuations of receivables and inventories, realization of
deferred charges, provisions for warranties and employee benefits,
and unearned income; and changes in accounting principles or in the
methods of applying them. If any such changes come to the accountant's attention, he should inquire about the manner in which the
changes and their effects are to be reported in the interim financial
information.
17. Issuance of accounting
pronouncements—The
accountant's
knowledge of financial reporting practices is expected to include an
awareness of new pronouncements on financial accounting standards.
In performing a limited review, he should consider the applicability
of any such new pronouncements to his client's interim financial reporting practices. The accountant should also consider the applicability of existing pronouncements to new types of transactions or events
that come to his attention.
18. Questions raised in performing
other procedures—If,
in performing a limited review, information comes to the accountant's attention that leads him to question whether the interim financial information to be reported conforms with generally accepted accounting
principles, he should make additional inquiries or employ other procedures he considers appropriate to permit him to report informatively to the board of directors. The procedures in a limited review
may be modified, as appropriate, to take into consideration the results
of auditing procedures applied in performing an examination in accordance with generally accepted auditing standards.
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19. The board of directors of an entity has significant responsibilities with respect to the reporting of interim financial information.
A limited review of interim financial information is intended to assist
members of the board of directors in meeting their responsibilities.
The board of directors should be in a position to understand the circumstances of the individual entity, its business and its industry, and
should have an appreciation of the distinction between an audit and
a limited review and an understanding of the inherent limitations of
the review. A limited review may bring to the accountant's attention
significant matters affecting the interim financial information, but it
provides no assurance that the accountant will become aware of all
significant matters. Also, the review might disclose conditions that
affect the process by which interim financial information is prepared,
but that do not necessarily affect the information presented. The
board of directors is in a position to require any necessary corrective
action for such conditions. Consequently, a report based on a limited
review of interim financial information can serve a useful purpose for
the board of directors.
20. The report should be addressed to the entity's board of directors and should be dated as of the completion of the review. It
should include at least the following elements:
5

4
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a.

An identification of the interim financial information reviewed.

b.

A description of the procedures performed, or a reference to
procedures described in an engagement letter (see paragraph
24).

The Auditing Standards Executive Committee is continuing to study the appropriate action or report when an accountant is engaged to perform a limited
review and reference is made to his limited review in a public document such
as a Form 10-Q, a quarterly report required to be submitted to the Securities
and Exchange Commission. In such a case, until the Committee's deliberations
are completed, the existing guidance on reporting on unaudited financial statements is applicable. Also, the Committee is considering the effect of revisions
to Regulation S-X on the nature and availability of an accountant's report on
the application of the review procedures described in this Statement.
A copy of a report based on a limited review that is to be used by another
accountant in reporting on the results of a limited review may be furnished
to him.
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c.

A statement that an examination in accordance with generally
accepted auditing standards was not performed and a disclaimer of opinion.

d.

A statement that a limited review would not necessarily disclose all matters of significance.

e.

A description of the results of the review.

f.

A statement that the report is designed for the use of an entity's board of directors, that it may also be furnished to management, but that it should not be otherwise used.

21. If the accountant concludes that the interim financial information to be reported does not conform with generally accepted accounting principles, he should advise the board of directors of the
respects in which he believes the information to be reported does not
conform with generally accepted accounting principles. The accountant's description of the results of a limited review might include adjustments proposed, if any, to the interim financial information;
matters not satisfactorily explained by management; deficiencies
noted in the system of internal accounting control; recommendations
for improvement of interim reporting practices; and any other matters of significance that come to the accountant's attention. The accountant's report may incorporate management's description of corrective action taken or explanations of matters not resolved to
the accountant's satisfaction.
22. A report that includes the elements required by paragraph 20
might be worded as follows:
We have performed a limited review [describe the data or statements subjected to such review] of ABC Company and consolidated
subsidiaries for the three-month and nine-month periods ended September 30, 19X1.
Our limited review was performed in accordance with standards
for such reviews promulgated by the American Institute of Certified
Public Accountants and, accordingly, consisted principally of obtaining an understanding, by inquiries, of the accounting system for
preparation of interim financial information; making an analytical review of pertinent financial data; and making inquiries of and evaluating responses from certain officials of the Company who have
responsibility for financial and accounting matters. (In addition, at
your request we have [describe any other procedures performed].)
With regard to the CDE subsidiary whose total assets and revenue
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constitute 2 0 percent and 2 2 percent, respectively, of the related consolidated totals, we read the report of other accountants on their limited review of the interim financial information of such subsidiary.
Because our limited review did not constitute an examination made
in accordance with generally accepted auditing standards, we express
no opinion on [describe the data or statements subjected to the limited review].
In connection with our limited review and that of the other accountants referred to above, the following (no) matters came to our
attention that we believe should be reported to you:
[Describe matters that should be brought to the attention of the
board of directors.]
Had we performed additional procedures or had we made an examination of the [describe the data or statements subjected to the limited
review or other procedures] in accordance with generally accepted
auditing standards, (other) matters might have come to our attention
that would have been reported to you.
This report is solely for the information of the board of directors
and management and is not to be quoted in documents setting forth
the unaudited interim financial information or in any other document
available to the public.

Other Matters
23. At the time of his report, the accountant may conclude that
interim financial information to be issued is not in conformity with
generally accepted accounting principles. Also, subsequent to the
date of his report, the accountant may become aware that facts existed at the date of his report that might have affected his report had
he then been aware of such facts. Because of the variety of conditions
that might be encountered, the specific actions to be taken by the
accountant in a particular case may vary in the light of the circumstances. In any event, the accountant would be well advised to refer
to section 561 of SAS No. 1, "Subsequent Discovery of Facts Existing at the Date of the Auditor's Report," because certain provisions
of that section may be relevant to his consideration of the types of
matters discussed in this paragraph.
24. A clear understanding should be established with the client
regarding the nature of the services to be performed in making a limited review and the responsibilities to be assumed. Accordingly, the
accountant may wish to confirm the nature and scope of his engage-
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merit in a letter to his client. The letter usually would include ( 1 ) a
general description of the procedures, ( 2 ) an explanation that such
procedures do not constitute an examination made in accordance with
generally accepted auditing standards, and ( 3 ) a description of the
form of the report.

Effective Date
25. Statements on Auditing Standards generally are effective at
the time of their issuance. However, since this Statement provides for
a new form of service that differs from services previously offered, it
will be effective with respect to interim and annual periods beginning
after December 25, 1975.
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Appendix
Interim Financial Information
Filed With the Securities and Exchange Commission
1. Certain companies are required by Regulation S-X of the
Securities and Exchange Commission to include in audited annual
financial statements a note containing selected interim financial information. Regulation S-X also provides that:
If the financial statements covered by the accountant's report designate as "unaudited" the note required by Rule 3-16(t) (of Regulation S-X), it shall be presumed that appropriate professional standards and procedures with respect to the data in the note have been
followed by the independent accountant who is associated with the
unaudited footnote by virtue of reporting on the financial statements
in which it is included.
2. The instructions for the preparation of F o r m 10-Q, a quarterly
report required to be submitted to the Securities and Exchange Commission pursuant to section 13 or 15 ( d ) of the Securities Exchange
Act of 1934, provides that:
The financial information included in this Form (10-Q) need not
be reviewed prior to filing by an independent public accountant. If,
however, a review of the data is made in accordance with established
professional standards and procedures for such a review, the registrant may state that the independent accountant has performed such
a review. If such a statement is made, the registrant shall indicate
whether all adjustments or additional disclosures proposed by the independent accountant have been reflected in the data presented, and,
if not, why not. In addition, a letter from the registrant's independent
accountant confirming or otherwise commenting upon the registrant's
representations and making such other comments as the independent
accountant deems appropriate may be included as an exhibit to the
Form (10-Q).
3. This appendix provides guidance on the appropriate professional standards and procedures an independent accountant should
follow in reviewing the interim financial information required to be
included in Form 10-Q or in a note to the audited financial statements
pursuant to Regulation S-X.
1

1

See footnote 4 of the accompanying Statement, page 8.
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4. This appendix does not apply to those situations in which the
interim financial information included in a note to audited financial
statements is not designated as "unaudited." In such situations, the
information should be examined in accordance with generally accepted auditing standards.
5. Regulation S-X. The procedures for a limited review set forth
in paragraphs 8 through 18, inclusive, of the accompanying Statement on Auditing Standards constitute the appropriate professional
standards and procedures for an independent accountant's review of
the interim financial information designated as unaudited in a note to
audited financial statements. The nature of these procedures may be
modified, as appropriate, to take into consideration the results of
auditing procedures applied in performing an examination in accordance with generally accepted auditing standards of the financial
statements that include the interim financial information.
6. There is no specific requirement for the accountant to perform
these procedures other than at the time of an examination of the
financial statements that include the interim financial information.
However, performance of the procedures prior to the issuance of the
quarterly data permits early consideration of significant accounting
matters affecting the interim financial information and early modification of accounting procedures that the accountant believes might be
improved. If review procedures are performed prior to the issuance
of the respective quarterly data they need not be repeated at the time
an examination is performed.
7. Form 10-Q. When the accountant is requested to make a review
of interim financial information required to permit the client to include a representation to that effect in Form 10-Q, the procedures for
a limited review set forth in paragraphs 8 through 18, inclusive, of
the accompanying Statement on Auditing Standards constitute the
appropriate professional standards and procedures that an accountant
should follow in reviewing the interim financial information.
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The Statement entitled "Limited Review of Interim Financial Information" was adopted by the assenting votes of eighteen members of the
Committee, of whom three, Messrs. Harden, Nelson and Scantlebury, assented with qualifications. Messrs. Brasseaux, Krebs and Lamb dissented.
Messrs. Harden and Scantlebury qualify their assent to this Statement
because they believe that to serve the needs of the investing public it
should provide for public reporting. Consequently, they believe that consideration of that issue should not have been deferred.
Mr. Nelson approves issuance of this Statement but believes that more
specific guidance should be given when an accountant is associated with
unaudited interim financial information. Specifically he believes that footnote 4 should be expanded to include a reference to SAS No. 1, section
516.03 regarding association, section 516.04 regarding the disclaimer of
opinion, and section 516.10 regarding action when the accountant's name
is included in a client-prepared report.
Mr. Brasseaux dissents to the issuance of this Statement because he believes it may establish a relationship potentially in conflict with the auditor's role in auditing an enterprises' financial statements at year end. The
purpose of an independent examination of financial statements is to add to
their credibility. The new role established by this Statement of assisting
the enterprise in carrying out its responsibilities concerning interim financial information might impinge on that function. If it is necessary that the
CPA become formally involved with interim financial information on less
than an audit basis, the role should parallel the audit function and not
cast the CPA in the role of assisting management.
Mr. Krebs dissents to the issuance of this Statement because of the
provisions of paragraphs 19 through 25. He believes it is inappropriate to
prescribe one form of reporting on interim financial information while
deferring a discussion of other possible forms, particularly where the
procedures discussed in paragraphs 8 through 18 are to be applied in all
situations contemplated by the Statement. Mr. Krebs believes that the
entire subject of reporting by an accountant, who is associated with
interim financial statements, should be dealt with in a separate Statement
after the study, referred to in footnote 4, is completed. In the meantime,
Mr. Krebs believes the disclaimer of opinion on unaudited financial statements, set forth in section 516 of SAS No. 1, should be used in all cases.
Mr. Lamb dissents to the issuance of this Statement because he believes
that its primary effect will be to invite investors to rely on auditors regarding unaudited interim financial information and that many investors
will fail to understand the very limited significance of auditors' association
with that information. This will occur when the Statement is coupled
with "reporting standards" which the SEC has indicated it plans to adopt.
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These reporting standards are as yet unstated and may prove to be at
variance with the standards of the profession. The Statement lists "review
procedures" but does not define in any meaningful way the objective of
applying the procedures. The presumed objective is to obtain and convey
assurance, concerning the unaudited information, at an undefined level
which is below that of an audit. The accounting profession has considered the nature of such secondary-level assurance, the manner of expressing it in reports to the public or others, and the procedures necessary to
obtain it, on numerous occasions without reaching satisfactory solutions.
The Statement does not come to grips with these issues. Under these
circumstances, Mr. Lamb believes that adopting the Statement does not
serve a useful purpose. Further, in Mr. Lamb's view, an auditor's engagement, if any, with respect to unaudited interim financial information
should not be a "review," following a prescribed pattern, but instead
should be a consultation, the sole objective of which would be to help
the client's management, including the board of directors, to fulfill its reporting obligations.
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